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FINNISH KEY ECONOMIC INDICATORS 


All values in US $ million Sources: Central Statistical Office, 

and represent period averages Bank of Finland, Board of Customs and 

unless otherwise indicated Economic Research Institute of Commerce 
and Industry (ETLA). 

Exchange Rates: US $1.00= 

FMK 3.864 in 1976, FMK 4.029 

in 1977 and FMK 4.20 approxi- 

mate post-devaluation rate in Estimate 


1978. % Change? 1978 








INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 10. 32,580 
GDP at Constant 1964 Prices -0. 9,765 
Per Capita GNP, Current Prices 9. 6,470 
Plant & Equipment Investment Le 4,730 
Personal Income (Disposable 

Income of Private Households) ; 17 ,600 
Indices: 

Industrial Production(1970=100) : 122 

Avg. Industrial Wage (Hourly 

for Male) , 4.00 

Labor Force (000's) a 25204 
Avg. Unemployment Rate (%) ; i : 8.0 


MONEY AND PRICES 
Money Supply 


; N.A. 

Interest Rates (Bank of Finland) 5 7-1/42) 
Indices: 

Wholesale Price (1949=100) ‘ 734 

Consumer Price (1972=100) ‘ 214 

Retail Sales (1972=100) . 112 


BALANCE OF PAYMENTS AND TRADE 

Gold and For. Exch. Reserves (Bank 
of Finland) 339 385 18. 

External Public Debt 582 848 D2 

Annual Debt Service 1642 i233 2 

Balance of Payments») -79 612 

Balance of Trade -1,048 33> 3% 

Exports, FOB 6 ,342 7,677 26. 
US Share Zs 4.4 Ie 

Imports, CIF 7,390 7,622 
US Share Dae aca -0. 
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Main Imports from US 1977: Automatic data processing machines $27.52 million; oil 
seeds $27.38 million; aircraft and parts $18.12 million; printing and bookkeeping 
machines $13.74 million; cathod tubes, diodes, transistors, etc. $13.67 million; 
fresh and dried fruit, nuts, excl. oleaginous $12.66 million; unmanufactured 
tobacco $12.50 million; measuring, controlling and analyzing instruments $9.56 
million; motor vehicles, chassis, parts and supplies $9.48 million (mainly 
passenger cars, trucks and delivery vans); parts of office and ADP machines 

$9.29 million; photographic and cinematographic supplies $8.62 million. 


1) Percentage changes are based on FMK values. 2) Discount rate of Bank of Finland 
was lowered to 7-1/4 percent on May 1, 1978. 3) Basic balance. 





SUMMARY 


Finland entered 1978 with three consecutive years of little or no growth behind 
it and no relief in sight. Although Finland had a trade surplus and sharply 
lower current account deficit in 1977, GDP fell 0.7 percent, industrial invest- 
ments were down again and unemployment reached new heights. Consumer prices 
rose 12.6 percent as the Finnmark was devalued twice in 1977. Eight-ten percent 
inflation and a stabilized, but not improved, employment situation are forecast 
for 1978. The major industries continue to face difficulties as the metal 
industry's current orders are completed with few new ones coming in. Prices and 
sales of forest products are only slowly recovering. 


A two-day general strike was narrowly averted by the Government in March when 
labor unions, demanding compensation for the eight percent February devaluation 
accepted a package that advanced wage increases postponed by the Government's 
December 1977 economic recovery program. Further measures are unlikely to come 
prior to the agricultural income negotiations, scheduled for the autumn, at 
which time the ability of the Government of Prime Minister Kalevi Sorsa (Social 
Democrat) to hold the line on wage and price increases will be severely tested. 


Finland's trade surplus in 1977 was a surprise. The actual volume of Finnish 
exports rose ten percent but in value by 26.3 percent. Imports were seven 
percent higher in volume and only 16 percent higher in value, reflecting 
decreased imports of capital goods. Nonetheless, positive developments in 
foreign trade have allowed the Government to shift its emphasis from trade 
stabilization to improvement of employment. 


The outlook for American exports remains unchanged. Until such time as 
industrial investments revive, US exports are likely to hold steady. This 
year's major purchase will be a number of US commercial aircraft. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Production and Investment. 


Industrial production will remain stagnant in 1978. The gross domestic product, 
in constant prices, has gained only 0.5 percent over 1975-77. Last year it 
declined 0.7 percent and is likely to increase by only one percent in 1978. 
Current Government estimates anticipate about two percent growth in 1979. 
Although consumer demand may pick up slightly later in the year, failure of 
most exports to strengthen and a further decline in investments will constrain 
growth. 


Forest industry output, which last year accounted for 39 percent of Finnish 
exports, declined one percent (pulp down six percent, paper up three percent) 
and production in the metal industry fell five percent. The situation in the 
forest industry shows some signs of brightening. With faster growth in North 
America lowering pulp and paper exports to Europe, Finnish pulp exports are 
expected to increase 15-20 percent and paper exports five to eight percent 
this year in volume, with modest price increases as well. In the first four 
months of this year the volume of paper and paperboard production was up 12.7 
percent over the corresponding period of 1977, and exports were up 8.6 percent. 
Prices of some paper grades have risen, and demand for plywood has picked up. 
Layoffs in the forest industry planned for April/May were cancelled. 
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In recent years the metal and engineering industries have been largely respon- 
sible for growth of exports. Production of basic metals has risen with 
increases in capacity. This year, shipbuilding output is likely to decline 
sharply. With the low level of domestic and foreign demand for capital goods, 
the volume of output in the metal and engineering industries as a whole is 
expected to fall four percent. 


During the past two years the volume of new investments contracted almost 20 
percent. Industry access to foreign and domestic money markets is increasing, 
but excess capacity and sizeable indebtedness in most branches of the metal- 
working and forest products industries will continue to retard recovery of 
investments. A further 5.5 percent decline in 1978 is officially projected, 
with private investments decreasing by seven percent while public investments 
edge up one percent. 


Prices, Income and Employment. 


The double-digit inflation of recent years is abating. Whereas consumer prices 
rose 14.4 percent in 1976 and 12.6 percent last year, they increased only 3.3 
percent over the eight-month period ending in April. 


In real terms, wage incomes decreased four percent last year reflecting two 
devaluations and negotiation of fairly stringent incomes agreements. However, 
adjustment of tax rates for inflation and increased transfer payments limited 
the decline in disposable real incomes of households to one to two percent. 

In March the Confederation of Finnish Trade Unions (SAK) negotiated temporary 
reductions in workers’ social security contributions and gained other forms 
of compensation to offset the effects on personal income of the February 
devaluation. Cost burdens on commerce and industry will be heavier this 

year than projected earlier, and labor costs next year will rise an estimated 
nine percent under existing arrangements, risking revival of inflationary cost- 
push pressures. 


Unemployment in Finland worsened in 1977 as domestic demand and investment 
activity slackened. The modest growth in forest products industries was sup- 
ported by increased exports which reduced excessive inventories, thus 
eliminating scheduled employee layoffs and raised utilization of capacity, which 
nonetheless barely topped 70 percent. The average unemployment rate rose from 
4.0 percent in 1976 to 6.1 percent in 1977. Especially hard-hit were young 

age groups. To counter this, the number of training places offered was increased 
and more volunteers than usual were accepted for military service. The Govern- 
ment has taken a number of steps to stimulate domestic demand and production 

and thereby attack unemployment, which is expected to average eight percent over 
the year. The number of unemployed in mid-May totaled 165,000 in a labor force 
of 2,254,000. 


Foreign Trade Patterns. 


The value of Finnish commodity exports last year totaled FMK 30.9 billion, a 

26.3 percent gain over 1976. The volume of exports increased about ten percent 
to the level of 1973. Export prices rose 15.5 percent. Import volume contracted 
for the third straight year, by eight percent. The two Finnmark devaluations 
were reflected in import prices,which rose 16 percent. Hence, Finland's terms 

of trade weakened only slightly. 
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Last year for the first time since 1968 Finland ran a trade surplus, about 

FMK 146 million. The current account deficit narrowed from FMK 4.5 billion in 
1976 to FMK 774 million last year. This year a surplus of over FMK 1.4 billion 
is expected. As in 1976, the Soviet Union was Finland's biggest customer, 
accounting for 19.5 percent of total Finnish deliveries. Sweden and the 

United Kingdom retained their second (15.7 percent) and third(11.8 percent) 
positions. Finland's exports to West Germany and Norway rose significantly 

as well as those of the United States and the OPEC countries. Exports to the 
above countries account for 10.1 percent, 5.4 percent, 4.4 percent and 3.8 
percent, respectively, of Finland's total exports. The Soviet Union also ranked 
first in delivering imports, its share equaling 19.7 percent, West Germany 
(13.7 percent), Sweden (13.4 percent) and the United Kingdom (8.7 percent) being 
the next largest suppliers. For the first time in many years, Finland had a 
surplus in trade with both the EEC and EFTA. 


Finnish exports to the United States almost doubled last year in terms of value, 
rising to about FMK 1,370 million and gaining in almost all commodity groups. 
Printing and writing paper, machinery and equipment (including an oil-drilling 
platform and passenger cars), chemical industry products and foodstuffs accounted 
for much of the increase. Imports from the United States of machinery and 
equipment and those of transport equipment decreased, with automatic data 
processing and office machinery losing the most. However, the decrease in 
Finnish imports from the United States last year can be accounted for primarily 
by the timing of aircraft purchases, which will be made in 1978. 


The export outlook for 1978 is only marginally better than that experienced in 
1977. Demand recovery will be slow in those Western countries important to 
Finnish exports and, furthermore, the rate of growth in Finnish-Soviet trade 
is anticipated to level off. The volume of metal industry exports may not 
reach 1977 levels. Neither is the outlook very bright regarding the forest 
industry whose volume will grow at the same rate as in 1977 (plus seven 
percent), with the gain in value terms equaling about ten percent. The volume 
of the country's imports is not expected to increase significantly. Due to 
price increases, however, the value of Finnish imports will probably rise by 
about ten percent over the 1977 level. 


Both official and private groups forecast improvement of the trade balance 
and current account. Improvement in Finland's current account cannot be 
considered permanent, however, since it is based primarily on weak domestic 
import demand and marginally strengthened exports. 


Trade Policy. 


On July 1 last year, the remaining duties were removed from most industrial 
product categories in Finland's EEC trade as well as in Finland's trade 

with CEMA countries that have signed a KEVSOS agreement on the reciprocal 
removal of trade barriers. Agricultural commodities, however, are not 

covered by the free-trade arrangements. A Finnish/Polish trade agreement 

was finally ratified by Parliament in February 1978, after Poland had given 
assurances thatit will take more effective steps to increase purchases from 
Finland to offset the imbalance in trade due to Finland's heavy reliance on 
Polish coal. Finland has concluded similar agreements with Bulgaria, Hungary, 
Czechoslovakia and East Germany; negotiations are in progress with Romania. 
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These KEVSOS agreements constitute an integral part of Finland's commercial 
policy, the object of which is to assure access to planned-economy markets 
for Finnish exports and to improve Finland's international economic relations 
both in the East and West. 


Foreign Exchange Policy 


The 5.7 percent and 3.0 percent Finnmark devaluations on April 4 and August 

31, 1977 failed to improve external competitiveness as desired and stem the 
speculative drain of Finland's foreign exchange reserves. When Norway devalued 
its currency in early February, the Government was presented with a politically 
opportune moment to again devalue the Finnmark. Although the Government 
announced an eight percent devaluation, the actual percentage never exceeded 
5.5-six percent due to the method used to value the Finnmark. This method uses 
a trade-weighted basket of currencies to determine the exchange rate. The 
Government and the Bank of Finland have indicated that they will try to main- 
tain this rate of exchange. 


The convertible currency holdings of the Bank of Finland for the first week of 
July totaled FMK 3,321 million, compared to FMK 1,700 million before the 
devaluation. The latter includes standby credits worth FMK 1,200 million 
with "real" reserves equaling FMK 1,600 million. 


The weakening US dollar has had negative repercussions on Finland's foreign 
trade as approximately one-fourth of its trade is quoted in dollars. Since 
the dollar is generally used as the invoicing currency in forest industry 
exports, decline in its value has reduced Finnmark income on forestry 

sector exports. On the other hand, the decline of the dollar has benefited 
those companies whose foreign loans are quoted in dollars. About FMK 14 
million, or roughly 50 percent of Finland's total foreign loans are quoted 
in US dollars. 


Finland's net foreign debt doubled over the last three years, totaling FMK 
27,081 million at the end of 1977. Due to the stringent monetary policy 
pursued by the Bank of Finland, the rate of growth in the country's external 
debt has declined, the increment in 1977 equaling 18 percent, 16 percent in 
1976 and 74 percent in 1975. Service expenditures on external debt have 
grown considerably as the external debt service ratio rose from 11.2 percent 
in 1976 to 12.3 percent in 1977. 


Governmental Economic Policy Formation, 


The Finnish Government emphasizes that maintenance of employment continues to 
have top priority on its agenda of immediate economic policy measures. Now 
that Finland's external balance has improved significantly, the Government 
has been able to turn its full attention to employment. Due to the failure 
of the Government's June 1977 program to boost economic activity, the Sorsa 
Cabinet presented in December its second economic recovery program, actually 
a follow-up of the first but called a "stabilization program," its objectives 
being to dampen increases in production costs thus improving the competitive- 
ness of Finnish companies, and to stimulate domestic demand. The second 
recovery program drew sharp criticism from commerce and industry, as did the 
first, because of its weak impact. An Economic Powers Act was also passed, 
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giving the Government extensive authority to control prices and rents, etc., 
until Feburary 28, 1979. A month and a half after the February devaluation, 
prompted by the threat of a two-day general strike by the Confederation of 
Finnish Trade Unions (SAK), the Government presented a 17-point "post- 
devaluation" program. 


The Government made it clear upon presentation of the third economic recovery 
"package" that no new economic stimulus measures can be expected for the 

time being, as its resources are exhausted. Industry has criticized the 
Government measures as having too small an impact and as having been 
administered piecemeal. 


In December, the Central Bank issued its main guidelines for monetary policy. 
Banks are expected in credit decisiors to give priority to supplying working 
capital for productive investments and residential housing construction. 

The general rate of interest was lowered by one percentage point on May l, 
1978. The Bank of Finland discount rate now stands at 7-1/4 percent. 


The Government has been frustrated in its efforts to reduce the growth in 
public expenditures because of the statutory nature of many budget items. 
This, combined with lower accumulations of revenue due to the depression and 
added expenditures for economic stimulation, brought about a liquidity crisis 
forcing various budgetary outlays to be postponed. Government borrowings 
will rise to FMK 4.6 billion this year, with 2.5-3.0 billion coming from 
abroad. Total borrowings last year amounted to only 2.1 billion. Fears 

have been expressed that domestic credit for private investment will be 
limited by the size and favorable terms of Government borrowing which yield 
tax-free earnings, an important factor in a country with a high tax rate. 


The Cabinet of Prime Minister Sorsa came close to falling when the devaluation 
decision was taken in February. Preparation of the 1979 national budget bill 
may also constitute a stumbling block this fall, because growth in public 
expenditures currently outdistances corresponding revenue. The Government's 
ability to borrow at the present rate is becoming constrained as the Bank of 
Finland extracted a pledge from the Government to limit foreign borrowing to 
1.5 billion FMKS in 1979. Hence, reductions may be proposed to some budgetary 
appropriations, even to the statutory ones, which may cause difficulties for 
the Government coalition. In any event, elections are scheduled for March, 
1979, meaning the campaign may coincide with a new round of nationwide labor 
bargaining. 


IMPLICATIONS FOR THE UNITED STATES 


Because of the projected low level of investments and the consequent weakened 
demand for high technology capital goods, US sales in the next three to six 
months are expected to remain depressed. In 1977, the nominal value of US sales 
to Finland as well as its overall market share fell slightly. The US is Fin- 
land's fifth largest supplier, with a market share averaging five percent. The 
outlook for late 1978 and early 1979 appears somewhat brighter. The decline 

in domestic demand seems to have bottomed out and is likely to improve later 

in the year. Should these trends continue, strengthened industry liquidity 

and reduced indebtedness may release a sizeable latent demand for high 
technology capital equipment, built up over the lean investment period. Under 
such conditions, sales of state-of-the-art US capital production equipment will 
pick up smartly. 





In the period under review, agricultural products, industrial capital equip- 
ment, electronic equipment, components and subassemblies, and chemicals 

and plastics are expected to make up the bulk of US sales to Finland. In 
the area of industrial products, the strongest demand is expected for 
industrial process control systems and instrumentation, electronic industry 
production and test equipment, and electronic systems, subassemblies and 


components. 
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